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ABSTRACT 
Higher education is in a challenging financial time. Overall, states are 
investing considerably less in higher education than they did a decade ago and 
students are paying significantly more in tuition and fees. Simultaneously, the 
higher education landscape is changing – changing in terms of demographics, 
modes of delivery, workforce needs, funding and cost structures, and perceptions 
of value. Almost every day there is a new media story about a college or 
university experiencing financial difficulties. With decreasing confidence from 
campus financial officers in the long-term sustainability of their institutions and 
campus closures expected to escalate in the coming years, there is a significant 
need to better understand higher education financial health so that colleges and 
universities can proactively address challenges as they arise.  
Research pertaining to higher education financial health, particularly with 
respect to public higher education, was found to be limited. This project, first 
explored the research and methods in use to measure higher education financial 
health. Then, utilizing the Composite Financial Index (CFI), the most widely 
adopted metric for measuring financial health identified during the literature 
review, addressed a research gap related to financial analysis in public higher 
education through conducting a quantitative analysis of the California State 
University (CSU) system. The CSU, the largest four-year public higher education 
system in the country, serves as an important litmus test for the higher education 
industry as a whole given its sheer magnitude in educating over 480,000 
iv 
students each year and producing one out of every ten workers in California. In 
addition, leading indicators signal that California public higher education should 
be exceeding industry performance given that California is the 5th largest 
economy in the world during a lengthy period of economic growth, is one of only 
four states to invest more in higher education in 2018 than it did in 2008, and has 
the 7th highest tuition rate increases over the same time period.  
The quantitative analysis of the CSU consisted of a four-pronged 
approach: 1) Analyze system financial health over a 20 year period; 2) analyze 
campus financial health over a five-year period; 3) analyze the CSU’s CFI over a 
20 year period in comparison to key variables - Gross Domestic Product (GDP) 
growth rate trends, CSU state funding changes, and CSU tuition rate changes; 
and 4) analyze campus CFIs with campus enrollment size.  
Overall, results indicate significant underlying financial concerns for the 
CSU and disaggregating the results by campus indicate even greater financial 
concerns at a campus level, reinforcing the notion that smaller campuses 
experience disparate financial impacts and are more susceptible to closure if left 
unaddressed. In addition, this research establishes correlations with key 
variables analyzed and outlines recommendations for future research to further 
validate findings and more closely identify causality. These findings reinforce the 
need for colleges and universities to develop a sense of urgency to proactively 
address the changes and challenges that are occurring, with greater use of 
strategic financial analysis needed to achieve transformation.  
v 
ACKNOWLEDGEMENTS  
I would like to thank my adviser, Dr. Roman, for his patience and expertise 
on this project. I would also like to thank my family for their love and support as I 
dedicated significant time and energy to complete this project. 
vi 
 
TABLE OF CONTENTS 
ABSTRACT ............................................................................................................ iii 
ACKNOWLEDGEMENTS ...................................................................................... v 
LIST OF TABLES ................................................................................................... ix 
LIST OF FIGURES ................................................................................................ x 
CHAPTER ONE: INTRODUCTION TO THE PROJECT ........................................ 1 
Background ................................................................................................. 1 
Public Higher Education State Funding Trends ................................ 2 
Purpose of the Project ................................................................................. 6 
Scope of the Project .................................................................................... 7 
Significance of the Project ........................................................................... 7 
Limitations of the Project ........................................................................... 10 
Small Sample Size ......................................................................... 10 
Composite Financial Index as the Measurement for Financial 
Health ............................................................................................. 10 
Limited Set of Variables .................................................................. 10 
Definition of Terms .................................................................................... 11 
CHAPTER TWO: LITERATURE REVIEW ........................................................... 14 
Strategic Financial Analysis - How is Financial Health Measured? ........... 14 
CHAPTER THREE: METHODOLOGY ................................................................ 24 
Overview of Approach ............................................................................... 24 
Data Collection .......................................................................................... 26 
Data Sources .................................................................................. 26 
Calculating the Composite Financial Index ..................................... 26 
Related Variables ...................................................................................... 28 
vii 
 
United States Gross Domestic Product History .............................. 28 
State Funding History ..................................................................... 29 
Tuition Rate Changes ..................................................................... 30 
Enrollment ...................................................................................... 32 
CHAPTER FOUR: RESULTS .............................................................................. 34 
Financial Health of the California State University .................................... 34 
Financial Health of Each California State University Campus ................... 36 
Understanding the Composite Financial Index Results in Relation to Key 
Variables ................................................................................................... 40 
Campus Composite Financial Index and Campus Enrollment Size .......... 44 
CHAPTER FIVE: SUMMARY, CONCLUSION, AND RECOMMENDATIONS ..... 49 
Summary ................................................................................................... 49 
Conclusions ............................................................................................... 50 
Recommendations .................................................................................... 51 
APPENDIX A: CALIFORNIA STATE UNIVERSITY COMPOSITE FINANCIAL 
INDEX WITH COMPONENT UNITS – 20 YEAR HISTORY ................................ 54 
APPENDIX B: CALIFORNIA STATE UNIVERSITY COMPOSITE FINANCIAL 
INDEX UNIVERSITY ONLY – 20 YEAR HISTORY ............................................. 56 
APPENDIX C: CALIFORNIA STATE UNIVERSITY COMPOSITE FINANCIAL 
INDEX WITH COMPONENT UNITS BY CAMPUS – FIVE-YEAR HISTORY ...... 58 
APPENDIX D: CALIFORNIA STATE UNIVERSITY COMPOSITE FINANCIAL 
INDEX UNIVERSITY ONLY BY CAMPUS – FIVE-YEAR HISTORY ................... 60 
APPENDIX E: CALIFORNIA STATE UNIVERSITY FUNDING – 20 YEAR 
HISTORY ............................................................................................................. 62 
APPENDIX F: CALIFORNIA STATE UNIVERSITY TUITION RATES – 20 YEAR 
HISTORY ............................................................................................................. 64 
APPENDIX G: CALIFORNIA STATE UNIVERSITY ENROLLMENT – 20 YEAR 
HISTORY ............................................................................................................. 66 
viii 
 
APPENDIX H: CALIFORNIA STATE UNIVERSITY ENROLLMENT BY CAMPUS 
– FIVE-YEAR HISTORY ...................................................................................... 68 
APPENDIX I: UNITED STATES GROSS DOMESTIC PRODUCT SINCE 1929 . 70 
REFERENCES .................................................................................................... 72 
 
ix 
 
LIST OF TABLES 
Table 1. California State University 20 Year Composite Financial Index         
Trends .................................................................................................................. 36 
 
Table 2. Campus Composite Financial Index Trends, 2012-13 through            
2016-17 ................................................................................................................ 37 
 
Table 3. Composite Financial Index University Only Trends by Campus Size ..... 45 
Table 4. Composite Financial Index with Component Units Trends by Campus 
Size ...................................................................................................................... 47 
 
 
  
x 
 
LIST OF FIGURES 
Figure 1. Student Funding Larger Share of Education Funds after Recession ...... 3 
 
Figure 2. State Funding and Tuition Trends from 2008-2018, Inflation Adjusted ... 5 
 
Figure 3. Saint Bonaventure’s Graphical Financial Profile – Composite Financial 
Index Baseline (left) and Target Composite Financial Index (right) ..................... 19 
 
Figure 4. Change in Equity and Expense Ratios for United States Colleges and 
Universities .......................................................................................................... 22 
 
Figure 5. United States Gross Domestic Product Growth Rate by Year Since  
1929 ..................................................................................................................... 29 
 
Figure 6. California State University Appropriations and Percent Changes,1997- 
98 through 2016-17 .............................................................................................. 30 
 
Figure 7. California State University Tuition Rates and Percent Changes, 1997-  
98 through 2016-17 .............................................................................................. 31 
 
Figure 8. California State University Enrollment History ...................................... 32 
 
Figure 9. California State University Enrollment Percent Change Between 2012-
13 and 2016-17 .................................................................................................... 33 
 
Figure 10. California State University Composite Financial Index History ........... 35 
 
Figure 11. Five-Year Composite Financial Index with Component Units History   
by Campus ........................................................................................................... 38 
 
Figure 12. Five-Year Composite Financial Index University Only History by 
Campus ............................................................................................................... 40 
 
Figure 13. California State University Composite Financial Index and Gross 
Domestic Product Growth Rate History ............................................................... 41 
 
Figure 14. Gross Domestic Product Growth Rates and State Appropriation 
Changes .............................................................................................................. 42 
 
Figure 15. California State University Tuition Rate Increases and Gross   
Domestic Product Growth Rate History ............................................................... 43 
 
Figure 16. Composite Financial Index University Only Mean Trends by Campus 
Size ...................................................................................................................... 46 
xi 
 
Figure 17. Composite Financial Index with Component Units Mean Trends by 
Campus Size ....................................................................................................... 48 
1 
 
CHAPTER ONE 
INTRODUCTION TO THE PROJECT 
 
Background 
With limited resources available and ever greater demands to increase 
access and improve student success, higher education is in a challenging 
financial time. Across the nation, state support for public higher education has 
declined over the past decade, as tuition has steadily risen. However, increases 
in tuition have not been enough to fully offset increasing costs, leaving 
institutions struggling to maintain financial sustainability, while students struggle 
to afford it. As Lederman (2018) described, “Inside Higher Ed’s 2018 Survey of 
College and University Business Officers finds that just 44 percent of chief 
financial officers at four-year baccalaureate colleges say they are confident that 
their college will be financially stable over the next ten years, down from 52 
percent a year ago and 54 percent in 2016.” Likewise, Denneen and Dretler 
(2012) identified that “approximately one-third of colleges and universities are 
spending more than they can afford” (p. 1) and Harvard Business School 
professor Clayton Christensen has even predicted that “50% of the 4,000 
colleges and universities will be bankrupt in the next 10-15 years” (Hess, 2017).   
Since 2016, over 100 for-profit and career colleges and 20 nonprofit 
colleges, predominately-small liberal arts colleges, have closed (Busta, 2019). 
On a regular basis, university financial challenges are being highlighted in the 
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media and tracked closely by external ratings agencies, with Moody’s Investor 
Service predicting back in 2015 that campus closures could triple in the coming 
years, up from the ten-year average of five per year (Woodhouse, 2015).  
While not experiencing the direct closures like for-profit and small private 
colleges, public higher education institutions are also facing significant 
challenges. Wisconsin and Georgia are in the midst of merging and consolidating 
the colleges in their respective states. Likewise, several large public institutions 
have made headlines in recent years due to the financial challenges they are 
facing. Two examples are the University of California, Berkeley, one of the 
nation’s top public universities, who in spring 2016 announced that they face “a 
structural deficit of about $150 million, or 6 percent of its operating budget, 
according to the university, a gap that Dirks said is growing and cannot be 
sustained long-term” (Koseff, 2016), and the University of Oklahoma, who’s 
President announced in July 2018 that the “university’s debt load exceeds $1 
billion and that it was on track to lose another $15 million this fiscal year without 
changes” (U.S. News & World Report, 2019).  
Public Higher Education State Funding Trends 
There has been a seismic shift in the way public colleges are funded. 
Tuition made up a quarter of the total education revenue at state universities in 
1989, according to the State Higher Education Executive Officers Association. By 
last year, those dollars accounted for 47.1 percent of the money schools need to 
educate students (Douglas-Gabriel, 2015). 
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The shift is real. State funding for public higher education has diminished 
significantly since the recession and has been on a downward trend over the last 
few decades, while tuition has been steadily rising. As Figure 1 from the Center 
on Budget and Policy Priorities (CBPP) reflects, tuition made up less than a 
quarter of education funding in 1988 and in 2018 now accounts for almost half of 
all funding (Mitchell, Leachman, Masterson, and Waxman, 2018). 
  
 
 
 
 
 
 
 
Figure 1. Student Funding Larger Share of Education Funds after Recession 
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Mitchell, M., Leachman, M., Masterson, K., Waxman, S. (2018, October 4). 
Unkept promises: State cuts to higher education threaten access and equity. 
Center on Budget and Policy Priorities.  
 
 
If this rate of decreased funding continues, a recent report from the Pell Institute 
for Student Opportunity in Higher Education projects that several states will 
cease to provide any funding for higher education within 10 years (Douglas-
Gabriel, 2015).   
Even with a majority of states reinvesting in higher education over the last 
few years, Mitchell, Leachman, Masterson, and Waxman (2018) of the Center on 
Budget and Policy Priorities, lay out several alarming trends (after adjusting for 
inflation) about recent state funding trends: 
• Total state funding in higher education was $7 billion less in 2017-
18 than it was in 2007-088. 
• All but four states (Alaska, North Dakota, and Wyoming) are 
spending less per student in 2017-18 than they did prior to the 
recession in 2007-08 (Figure 2).   
• The average decrease in state spending was $1,502 per student 
from 2007-08 to 2017-18, a decrease of 16 percent. 
• Seven states have increased tuition by more than 60%, five states 
(Alabama, California, Colorado, Georgia, and Hawaii) increased 
60% and 80%, Arizona over 90%, and Louisiana by 105%. 
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Figure 2. State Funding and Tuition Trends from 2008-2018, Inflation Adjusted 
 
Mitchell, M., Leachman, M., Masterson, K., Waxman, S. (2018, October 4). 
Unkept promises: State cuts to higher education threaten access and equity. 
Center on Budget and Policy Priorities.  
 
 
With higher education experiencing significant change as an industry, 
ranging from changes in enrollment and demographics to changes in modes of 
delivery, workforce needs, funding and cost structures, and perceptions of value, 
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understanding the financial health of colleges and universities and their 
relationship to key variables that impact the availability of resources will be 
critical for colleges and universities to be able to predict and proactively 
overcome challenges that lie ahead.   
 
Purpose of the Project 
The purpose of this project is threefold.  
First, review the literature to understand what types of financial analysis 
research and methods have been conducted to measure financial health in 
higher education and the breadth of research being conducted. While extensive 
media coverage exists surrounding financial sustainability in higher education, 
scholarly research is relatively limited, especially with respect to public higher 
education. 
Second, utilize the Composite Financial Index (CFI), the most widely 
adopted metric for measuring financial health identified during the literature 
review, to address the identified research gap related to financial analysis in 
public higher education. Specifically, perform a longitudinal analysis of the 
financial health of the California State University (CSU) system over the past 20 
years, and a more in depth analysis by individual campus over the past five 
years.  
Third, explore the relationship between the CSU’s financial health and 
Gross Domestic Product (GDP) growth, tuition rate increases, enrollment, and 
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state support, to gain a better understanding of these relationships and 
correlations, if any, to identify areas of focus for additional research and to inform 
future planning to better sustain the CSU’s and other universities’ financial health 
in the future. 
 
Scope of the Project 
The review of the literature focused on the higher education industry as a 
whole to gain a broad understanding of the methodologies in use to determine 
financial health. The scope of the analysis and findings, utilizing the CFI, was 
limited to a deep dive of the CSU in conjunction with four key variables that have 
significant revenue implications for public higher education institutions.  
 
Significance of the Project 
The significance of this project draws on the evolving higher education 
industry and associated trends pertaining to funding sources, enrollment levels, 
and the economy, that will further exacerbate financial challenges in the coming 
years.  
First, by analyzing the financial health of the California State University 
(CSU) system, the “nation’s largest four-year public university system” serving 
over 480,000 students and graduating almost 120,000 student each year (Facts 
about the CSU, 2019), greater clarity can be gained around the magnitude of the 
financial sustainability issue. Much of the existing research focuses on private 
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and small colleges, yet universities across the country, public and private, large 
and small, are facing financial pressures and escalating sustainability challenges. 
As a leader in the higher education industry and responsible for educating 1 in 10 
California workers (Facts about the CSU, 2019), the financial health of the CSU 
serves as an important indicator of the overall health of the public higher 
education sector.  
Second, leading indicators reflect that public higher education institutions 
in California seem likely to be faring better than most given recent trends, which 
could serve as an important benchmark for industry performance: 
• California is the fifth largest economy in the world (Corcoran, 2018) 
and the country is in the midst an extensive period of economic 
growth; 
• California is one of only four states to provide more higher 
education funding per student in 2017-18 than it did in 2007-08, 
while also having the seventh highest tuition rate increases over the 
same time period (Mitchell, Leachman, Masterson, and Waxman, 
2018) indicating the likelihood of greater availability of resources; 
and  
• California has relatively stable levels of high school graduates in 
comparison to other states and the CSU has experienced 
consistent enrollment growth (California State University College 
Year Reports, 2018).  
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Understanding the financial position of the largest four-year public university 
system in the country and its trends over time in relation to the key variables 
referenced above (national GDP, tuition rate increases, enrollment, and state 
funding) that impact all public universities can shed further light on the financial 
trends in public higher education and help inform future planning. If the CSU, 
even with its size and economic impact to the State of California, is not immune 
to the financial challenges facing higher education, it heightens the urgency for 
higher education institutions to take action to evolve and sustain themselves over 
time.  
Finally, with 23 different campuses in the CSU ranging from 1,000 full-time 
equivalent students (FTES) to 32,000 FTES, analyzing the relationship between 
campus size and financial health at a more granular campus level identifies 
financial challenges at a micro level to inform decision-making within the system 
to ensure financial viability of all campuses. Especially given that recent private 
college closures and extreme financial challenges have occurred more frequently 
at colleges with smaller enrollment levels, it is important to determine whether 
smaller enrolled campuses within the CSU are experiencing disparate financial 
impacts and are more susceptible to existing financial pressures. 
10 
 
 
Limitations of the Project 
Small Sample Size 
The CSU, while it is the largest four-year public University system in the 
country, is still only one system. A larger scale study involving many states and 
university systems would provide a more extensive sample set to better identify 
relationships and correlations with the key variables identified in the study.  
Composite Financial Index as the Measurement for Financial Health 
With much of the previous research utilizing the CFI focusing on private 
universities, it is unclear if how applicable the CFI financial health gauge is to 
public higher education. With the CSU hovering below a CFI of 3 for most of the 
past twenty years, is that an indication of the need to re-engineer the University 
system or that a lower ratio is appropriate as long as it is consistent over a long 
time period? Further analysis would need to be conducted to make a clearer 
determination. 
Limited Set of Variables  
National GDP, tuition rate increases, enrollment, and state funding, while 
key variables for public higher education resource planning, are not all 
encompassing. Cost drivers, such as retirement rates, health rate increases, and 
union negotiated salary increases, have a significant impact on resource 
availability as personnel often makes up the majority of a University’s operating 
budget. Likewise, other variables such as student demographics, location, tuition 
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discounting, and campus leadership play an important role in shaping the 
success of a campus, both in terms of student success and financial health. 
 
Definition of Terms 
Assets: Resources that bring value to an organization; can be tangible 
(e.g. human, physical) or intangible (e.g. brand, reputation). 
Component Units: The term used for separate foundations that are 
affiliated with public universities. Within the CSU, component units are often 
referred to as auxiliary organizations. For public universities, component units are 
included in the CFI ratio calculations (Prager et. al., 2005).  
Composite Financial Index (CFI): a single overall measurement of 
financial health by combining four core ratios: the Primary Reserve Ratio, the 
Viability Ratio, the Return on Net Assets Ratio, and the Net Operating Revenues 
Ratio. 
Full-time Equivalent Student (FTES) Enrollment: A calculated measure of 
full-time enrollment equivalency.  For example, in the California State University 
system an undergraduate student taking 15 units during a semester counts as 
1.0 FTES, whereas a student taking 12 units would be considered .8 FTES 
(12/15). 
Headcount:  Reflects the count of an individual student, regardless of the 
number of units the student is enrolled in. 
12 
 
Higher Education Price Index (HEPI): Inflationary index specific to the 
higher education industry. 
Liabilities: Reflect financial commitments that can be short or long-term in 
nature. 
Net Operating Revenues Ratio: Net operating income/Total operating 
revenues “This ratio is a primary indicator, explaining how the surplus from 
operating activities affects the behavior of the other three core ratios. A large 
surplus or deficit directly impacts the amount of funds an institution adds to or 
subtracts from net assets, thereby affecting the Primary Reserve Ratio, the 
Return on Net Assets Ratio and the Viability Ratio” (Tahey et. al., 2010, p. 84). 
Primary Reserve Ratio: Expendable net assets/total expenses “The ratio 
provides a snapshot of financial health and flexibility by indicating how long the 
institution could function using its expendable reserves without relying on 
additional net assets generated by operations” (Tahey et. al., 2010, p. 56). 
Reserves: Similar to a savings account, reserves are unspent resources 
that are set aside for specific purposes. 
Return on Net Assets Ratio: Change in net assets/total net assets 
(beginning of the year) “This ratio determines whether the institution is financially 
better off than in previous years by measuring total economic return. This ratio 
furnishes a broad measure of the change in an institution’s total wealth over a 
single year” (Tahey et. al., 2010, p.73). 
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State Appropriation: An allocation made by state government to a state 
agency. 
State General Fund: The main operating fund of a state. 
Strategically balanced budget: A budget that is balanced from both a 
financial and a strategic perspective, meaning the budget demonstrates clear 
alignment with the strategic plan and adequately plans for the resources needed 
to achieve it. (Tahey et. al., 2010) 
Sustainability: The “ability of an educational institution to maintain effective 
functioning and improve over the long term. Assumes financial viability, but also 
availability of human capital and other resources, as well as institutional vision, 
planning, and flexibility” (WSCUC, 2013, p. 51). 
Tuition: A fee paid by a student to enroll in a university. Note: There are 
often additional campus specific student fees that must be paid to attend a 
university beyond just tuition. 
Viability Ratio: Expendable net assets/total long-term debt – This ratio 
measures “the availability of expendable net assets to cover debt should the 
institution need to settle its obligations as of the balance sheet date” (Tahey et. 
al., 2010, p. 63). 
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CHAPTER TWO 
LITERATURE REVIEW 
 
Strategic Financial Analysis - How is Financial Health Measured? 
The ability to understand financial health is becoming increasingly 
important as resources continue to be limited.  At the bare minimum, colleges 
and universities are required to prepare annual financial statements at the end of 
each year, which include comparisons to the previous year to help evaluate 
performance. The financial statements are then audited to ensure they are in 
compliance with Generally Accepted Accounting Principles (GAAP). However, 
while audited financial statements are an important component of sound financial 
management, they can be long and difficult for the average person to understand 
and interpret. As Hudack, Orsini, and Snow (2003) describe, “readers of 
university financial statements often have difficulty interpreting whether the report 
is positive or negative” (p. 32). In addition, since financial statements only review 
one to two years, it can be challenging to glean long-term trends by looking at a 
single statement. Yes, financial statements serve an important role, but alone 
they do not demonstrate financial sustainability. 
A review of the literature demonstrated that there are several different 
approaches being used to conduct financial analysis through the use of ratios, 
some of which use some of the same ratios; however, each method uses a 
different combination. While each method hedges that the financial ratio analysis 
15 
 
alone cannot determine financial sustainability without considering other factors, 
they provide important indicators of financial performance and highlight the need 
for additional review. 
Financial ratio analysis has been in use for decades, but the ratios and 
approach have evolved over time. In the 1970s, Dickmeyer and Farmer (1979) 
conducted research that resulted in the development of a set of 21 
recommended indicators including financial, nonfinancial, and risk components, 
and a 12 question survey for potential use. Their research was sponsored by the 
federal Office of Education and emphasized the value of using financial analysis 
as a means to study trends, perform peer comparisons, and identify and address 
potential problems (Reissenwebber, 2012). Dickmeyer and Farmer (1979) 
recommended the “use of a composite financial indicators to form a basis for 
assessing respective financial health for colleges and universities” 
(Reissenwebber, 2012, p. 41) much like the Gross Domestic Product (GDP) was 
used to monitor financial activity nationally. Gilmartin (1984), as part of the 
Statistical Analysis Group in Education established by NCES, conducted a fairly 
comprehensive longitudinal study in the 1970s of most colleges and universities 
using 61 different financial indicators. Gilmartin acknowledged the benefit that a 
valid set of financial indicators could bring to university administrators and public 
policy makers to better understand the financial health of colleges and 
universities. 
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Along similar lines to the research of Dickmeyer and Farmer and Gilmartin 
studying and advocating the value of ratio analysis in higher education, Klynveld, 
Peat, Marwick & Goerdeler (KPMG) released their first analysis edition titled 
Ratio Analysis in Higher Education in 1980. Since then, KPMG has partnered 
with Prager, Sealy & Co., LLC, and also Attain LLC on the most recent edition, to 
publish updated versions in 1982, 1995, 1999, 2002, 2005, and 2010 in order to 
incorporate new information and better support the shifting higher education 
paradigm (Tahey, et. al., 2010, ii). The sixth edition, Strategic Financial Analysis 
for Higher Education (2005), and the seventh edition, Identifying, Measuring & 
Reporting Financial Risks (2010), were the focus of this research. While these 
reports provide many ratios, the Composite Financial Index (CFI) is 
recommended for institutional use because it provides “a single metric that offers 
a more holistic approach to understanding the total financial health of the 
institution” (Tahey et. al., 2010, p. 86).  
Much of the financial sustainability research pertaining to higher education 
has focused on private colleges and universities. Lee (2009) utilized the CFI to 
classify the financial health of 766 private colleges and universities, with greater 
than a 3 CFI indicating financial health and less than 3 reflecting financial 
weakness. Lee (2009) then conducted regression analysis using a variety of 
variables (e.g. demographics, net tuition to total revenue, endowment to total 
operating expenses, capital spending ratio) to determine which variables were 
significant predictors of financial strength or weakness. Reissenweber (2012) 
17 
 
evaluated the use of financial indicators in small, midwestern private colleges 
and the indicators role in decision-making. Similar to Talboys (1995) and 
Chabotar (1989), Ressenweber (2012) also emphasized that ratio analysis does 
not tell the complete story and that ratio trends need to be evaluated within the 
context of the University, “without a connection between the financial indicators 
and strategic plans, financial indicators simply present trend data without 
providing further understanding that would inform and support decision making” 
(p. 145).  
In acknowledging the research gap pertaining to public higher education, 
Crawford (2017) evaluated financial health of 312 public, four-year institutions in 
relation to tuition discounting using the Financial Vulnerability Index (FVI) based 
on five financial ratios: debt ratio, revenue concentration index, surplus margin 
ratio, administrative costs ratio, and asset size ratio, which was an index 
developed by John Trussel, Janet Greenlee, and Thomas Brady. The FVI was 
developed as a mechanism to better evaluate financial conditions for not-for-
profit institutions specifically. Even as Crawford (2017) leveraged the FVI to 
conduct the analysis, the CFI was mentioned as an alternative independent 
variable option for a financial index that was not pursued due to the lack of 
availability of all of the data in IPEDs. Crawford’s findings using the FVI did not 
find a statistically significant difference between 2006-07 and 2013-14, and 
identified revenue diversification, tuition increases, state funding reinvestment 
post-recession, and cost deference as possible reasons why the FVI  
18 
 
The CFI is used in a variety of ways across the higher education industry. 
The Higher Learning Commission (HLC), a regional higher education accrediting 
agency, calculates each institution’s CFI as part of its financial health 
assessment during the accreditation process. The Council for Independent 
Colleges provides a financial benchmarking tool to member institutions utilizing 
the CFI (Council for Independent Colleges, n.d.). The University of Maine System 
publishes an annual report analyzing the system’s health utilizing the CFI (link).  
At a campus specific level, Saint Bonaventure University utilized the CFI as part 
of its strategic planning process in 2002. Saint Bonaventure calculated their five-
year average CFI as a baseline, which was 3.21 (just above the 3.0 threshold 
target), and set a goal of achieving a CFI of over 5.0 by 2008 (Hudack, Orsini, & 
Snow, 2003). One of the major benefits of utilizing the CFI to communicate 
financial performance is that the visual presentation of the information depicts the 
financial health of a university in a format that is easier for people to understand 
that a traditional financial statement, as reflected in Figure 3, which shows Saint 
Bonaventure’s baseline and target CFIs. 
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Figure 3. Saint Bonaventure’s Graphical Financial Profile – Composite Financial 
Index Baseline (left) and Target Composite Financial Index (right)  
 
Hudack, L., Orinsi, L. & Snow, B. (2003). How to assess and enhance financial 
health. NACUBO Business Officer.  
 
 
Individuals have also conducted research using the CFI. Barron (2017) 
leveraged the CFI to evaluate the impact of competitive strategies on the 
financial performance of a random sample of 251 small colleges across the 
nation between FY2010 and FY2014. Barron’s findings indicated that while there 
was a correlation between the types of strategies being employed, no 
correlations were found regarding the impact of the strategies to financial 
performance. Humburg (2012) used the CFI to evaluate financial health and 
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student success rates in Iowa Community Colleges. While Humburg did not find 
a statistical significance between financial health and student success in Iowa 
Community Colleges, she did reference the short timeframe as a limitation. In 
addition, Humburg (2012) described another potential issue in that “Iowa may 
fund education at a higher rate than other states, and that the community 
colleges in Iowa may be financially ‘strong enough’ relative to community 
colleges nationwide” (p. 106).  Armstrong (2015) evaluated the financial health of 
three South Carolina Baptist Convention universities by using the CFI in 
combination with a qualitative study of executive management leadership styles. 
The U.S. Department of Education (USDE, n.d.) uses three ratios: the 
primary reserve ratio, the equity ratio, and the net income ratio, to calculate 
annual financial responsibility composite scores for non-profit and for-profit 
institutions. Scores range from -1 to 3, with less than 1 reflecting institutions that 
are not financially responsible, 1 to 1.5 are responsible but need oversight, and 
above 1.5 demonstrates financial responsibility. These ratios are calculated as 
part of the overall financial analysis done to ensure institutions are maintaining 
the financial standards needed to participate in Federal Student Aid (FSA) 
programs. 
Denneen and Dretler (2012), evaluate financial sustainability by looking at 
changes in the equity ratio and the expense ratio. A decrease in equity ratio of 
more than 5% over a five-year period and an increase in the expense ratio 
greater than 5% over a five-year period depict concern over financial health.  
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While these ratios by themselves do not determine overall financial sustainability, 
they shed light on whether or not a university is headed in a sustainable 
direction. In addition to these two ratios, analysis of the Endowment per FTES is 
also included. From this analysis that Denneen and Dretler (2012) conducted, 
many universities are trending in the wrong direction. Figure 4 reflects a 
screenshot of the interactive dashboard on their website, where you can conduct 
searches by all colleges and universities, by type, or by individual institution. As 
you can see, 24% of all colleges and universities had a decrease in equity ratio 
of more than 5% and an increase in expense ratio of over 5%. The five-year 
median change of all colleges and universities between 2007 and 2012 was an 
8.1% increase in the expense ratio and a -2% decrease in the equity ratio.   
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Figure 4. Change in Equity and Expense Ratios for United States Colleges and 
Universities 
 
Denneen, J. and Dretler, T. (2012). The financially sustainable university. Bain 
Brief. 
 
 
Credit rating agencies, such as Fitch, Moody’s and Standard & Poor’s, 
“each have different approaches to credit ratings.” However, in calculating the 
ratings “for campuses, each rating is custom, so there is no simple set of steps” 
(Logue, 2014).  Given that there was not standardized approach used by the 
crediting agencies and ratings are often conducted when debt is issued rather 
than on an annual schedule, I did not further explore their methodology. 
After conducting a review of the literature, I have concluded that more 
research is needed in many areas involving financial sustainability, although the 
CFI did emerge as the most widely utilized metric for evaluating financial health 
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in higher education.  Likewise, much of the research on financial sustainability 
has focused on private colleges and universities (Reissenweber (2012); Talboys 
((1995); Humburg (2012); Grandgenett (2007); Armstrong (2012); Lee (2009)), 
leaving a research gap around public higher education.  While there is much 
research on diminishing state funding trends, there was minimal research 
regarding the impact of this to the financial sustainability of public universities.  
Much of the research surrounding state funding was focused, and rightfully so, 
on rising tuition and diminishing student access, rising student debt, and the 
negative long-term impacts to the economy and workforce needs if these trends 
continues, which was out of scope of this literature review given the expansive 
nature of this topic.  
Similarly, research pertaining to the financial sustainability of the California 
State University system was found to be limited. While annual financial 
statements are publicly available online and regular reports are conducted by the 
Public Policy Institute of California (PPIC) and the Legislative Analyst’s Office 
(LAO) on a variety of financially related topics mentioned above (e.g. tuition 
rates, state funding) that pertain to the CSU, no longitudinal research was found 
that specifically evaluated the financial health of the CSU. 
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CHAPTER THREE 
METHODOLOGY 
 
Overview of Approach 
A quantitative analysis was conducted utilizing the CFI, the most widely 
used metric for evaluating higher education financial health identified during the 
literature review, to calculate the financial health of the CSU. To gain a broad 
understanding of the CSU’s financial health and relationship to key indicators, a 
four pronged methodology was used: 1) high level longitudinal study of the 
CSU’s CFI over a 20 year period both for the University Only (CFI Univ Only) and 
the CSU with its Component Units (CFI with CU), 2) a more in depth review by 
each CSU campus of both the CFI Univ Only and CFI with CU over a five-year 
period, 3) analyzed the CSU’s CFI with CU over a 20 year period with four 
variables (GDP, tuition rates, enrollment, and state support) to determine if 
correlations existed that could inform future planning, and 4) analyzed campus 
CFIs with campus enrollment size over a five-year period to better understand 
the relationship between financial health and campus size.  
1. Analyzing the Financial Health of the CSU 
To better understand the financial health of the CSU, the CFI of the CSU 
system as a whole was calculated over a 20 year period, 1997-98 through 2016-
17, looking both at the CSU as a single state agency and also in combination 
with its separate component units.  
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2. Analyzing the Financial Health of Each CSU campus 
The CFI of each of the 23 campuses in the CSU system, both as a 
campus within the state agency only and also in combination with each campus’ 
separate component units, was calculated over a five-year period, 2012-13 
through 2016-17, to better understand financial health disparities that currently 
exist between individual campuses and the system as a whole.  
3. Analyzing the CSU’s CFI over the Past 20 Years in Comparison to 
National GDP Trends, CSU’s Tuition Rate Changes, enrollment, and 
the CSU’s State Funding Changes, to Determine if Correlations Exist 
that Can Inform Future Financial Planning  
The CFIs, both CFI Univ Only and CFI with CU, over the 20 year period 
were evaluated in combination with four key variables to determine if correlations 
exist between the CFIs and the variables, and between the variables themselves, 
to better understand their relationships and identify potential predictors for future 
financial modeling. 
4. Analyzing campus CFIs with campus enrollment size 
The 23 campuses CFIs, both CFI Univ Only and CFI with CU, were 
evaluated over a five-year period, 2012-13 through 2016-17, with the their 
campus enrollment levels broken into three size categories to better understand 
how campus enrollment plays a role in financial health. 
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Data Collection 
Data Sources 
All data needed to calculate the CFI ratios is publicly available on the 
CSU’s audited financial statements posted on the CSU website (California State 
University, n.d., 2018, 2019). Likewise, CSU’s state funding information is 
included on the CSU audited financial statements, reflected as “State 
Allocations.” Historical tuition rates dating back to 2007-08 are also readily 
available on the CSU website, and tuition rates prior to 2007-08 were 
downloaded from a KQED News report (Pickoff-White, 2014) based on a 
previously available CSU fee history reports back in 2014. Both CSU system-
wide and campus enrollment data is also readily available on the CSU website. 
GDP information was collected from thebalance.com (Amadeo, 2019), which was 
sourced from the U.S. Bureau of Economic Analysis (BEA). 
Calculating the Composite Financial Index 
As developed by KPMG, the CFI is derived from four financial ratios: 
primary reserve ratio, viability ratio, return on net assets ratio, and net operating 
revenues ratio. By blending and weighting the four ratios, the CFI creates a 
single measure to gauge the financial health of an institution. An overview of the 
four individual ratios, as described by Tahey et. al. (2010, p. 86) are as follows: 
• Primary Reserve Ratio – Looks at available reserves in comparison 
to spending. Are resources sufficient and flexible enough to support 
the mission?  
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Primary Reserve Ratio = Expendible Net Assets + CU Expendible Net Assets 
 Total Expenses + CU Total Expenses 
  
 
• Viability Ratio – Looks at reserves in relation to long-term debt. Are 
debt resources managed strategically to advance the mission?  
 
• Return on Net Assets Ratio – Looks at changes in net position in 
relation to total assets. Does asset performance/management 
support the strategic direction?  
  Return on Net Assets 
Ratio =  
Change in Net Assets + CU Change in 
Net Assets 
Total Net Assets + CU Total Net Assets 
 
• Net Operating Revenues Ratio – Looks at current revenue and 
spending activity. Do operating results indicate the institution is 
living within available resources? 
Net Operating Revenues 
Ratio =  
Operating Income (loss) + Net 
Nonoperating Revenues + CU Change in 
Unrestricted Net Assets 
Operating Revenues + Nonoperating 
Revenues + CU Total Unrestricted Income 
 
Once the initial scores for each ratio are calculated, strength and weight 
factors are applied, then the scores are combined into a single CFI score. CFI 
scores range from -4 to 10 as reflected in Figure 7, with 1 reflecting “very little 
Viability Ratio =  
Expendible Net Assets + CU Expendible Net 
Assets 
Long-Tem Debt (Total Project Related Debt) + 
CU Long-Term Debt 
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financial health,” 3 being the “threshold value,” and 10 being the highest (Tahey 
et. al., 2010, p. 134). For CSU evaluation premises, a CFI of 3 is the target 
baseline level. In addition, it should be noted that the CSU CFI calculations 
calculated in this report exclude Pension Liability information for longitudinal 
comparison purposes. If included, the CSU’s CFI levels would have been even 
lower since 2014-15 when pension liability was shifted to the CSU instead of 
being reflected at the state level. 
 
Related Variables 
United States Gross Domestic Product History 
Gross Domestic Product (GDP) growth rates and declines represent an 
important measurement of economic activity. Historically, periods of economic 
recovery have lasted on average about five years, as reflected in Figure 5. A 
complete listing of United States GDP by year, including annual GDP growth 
rates, is provided in APPENDIX I. Zooming in on the past 20 years specifically, 
there have only two economic downturns in 2000-2001 and the great recession 
in 2008-2009. The current period of recovery, approaching ten years, will likely 
become the longest since World War II. 
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Figure 5. United States Gross Domestic Product Growth Rate by Year Since 
1929 
 
 
State Funding History 
While unrestricted CSU state appropriations (APPENDIX E), excluding 
plant/capital from the audited financial statements, have grown over the past 20 
years (Figure 6), it took almost a decade for state appropriations to return to the 
pre-recession levels of 2007-08 and these numbers are not even adjusted for 
inflation. As of 2018-19, state appropriations made up about 50% of the CSU’s 
General Fund Budget compared to 67% back in 2007-08 prior to the recession 
(California State University, n.d.). This reduced proportional state support for 
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public higher education is a national trend and yet California still manages to 
provide more support than most states. 
 
 
 
Figure 6. California State University Appropriations and Percent Changes, 1997-
98 through 2016-17 
 
 
Tuition Rate Changes 
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years as part of the deal with the Governor in exchange for additional general 
fund support, followed by a 5% tuition increase in 2017-18. While six of the last 
seven years include no tuition increases, the negative financial impact is that 
general fund increases have only increased between 4% and 5% per year, an 
effective overall increase to the CSU of only about 2% given flat tuition, resulting 
in very limited available resources. This further exacerbates financial 
sustainability challenges for the CSU and is one example of a much larger 
financial problem facing many institutions across the country. 
 
 
Figure 7. California State University Tuition Rates and Percent Changes, 1997-
98 through 2016-17 
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Enrollment 
Over the past 20 years, the CSU has experienced significant growth 
increasing 56% overall from 258,000 FTES in 1997-98 to 402,000 in 2016-17 
(Figure 8), averaging 2.4% annual growth. Overall, enrollment declined only 
three times in the past two decades: back in 2004-05 and for two consecutive 
years following the recession in 2009-10 and 2010-11. At a campus level, growth 
trends are similar and four campuses have been added to the CSU since 1997-
98. Only one campus had less enrollment in 2016-17 than they did in 1997-98.  
Over the most recent five-year period from 2012-13 through 2016-17, all 23 
campuses experienced growth ranging from 1% to 38% as reflected in Figure 9. 
 
 
  
Figure 8. California State University Enrollment History 
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Figure 9. California State University Enrollment Percent Change Between 2012-
13 and 2016-17 
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CHAPTER FOUR 
RESULTS 
 
Financial Health of the California State University 
Based on the CFI scoring scale (Prager, Sealy & Co. LC; KPMG LLP; and 
Attain LLC, 2010), which has been overlaid on Figure 10. for reference, the CSU 
has spent the vast majority of the past 20 years in the 1-3 CFI range. A 1-3 CFI 
range indicates a need to “re-engineer the institution,” with the exception being in 
2008-09 during the recession when the CFI fell below 0, representing an even 
more dire financial picture in that year. Since the recession, the CSU has not 
managed to surpass the 3 CFI threshold even once, despite an almost 10 year 
period of economic recovery. As reflected in Table 1., the mean (1.70) and 
median (1.75) over the past 20 years for the CSU Univ Only are both below a 
CFI of 2, and CSU Univ Only has only had one year with a CFI above 3, 
compared with 14 years spent below a CFI of 2. Based on the KPMG scale, not 
only does the CSU need to consider whether to “re-engineer the institution,” it 
also needs to “consider substantive programmatic adjustments” as 
recommended for universities with a CFI between -1 and 2. 
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Figure 10. California State University Composite Financial Index History 
 
 
Over the past 20 years, while the CSU’s Composite Financial Index with  
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a more positive financial position than the CSU alone. Even still, the CSU’s CFI 
with CU only surpassed a CFI of 3 four times and the last time was over a 
decade ago in 2005-06, compared with the CSU’s CFI excluding CU only 
surpassing 3 once back in 1998-99.  
 
 
Table 1. California State University 20 Year Composite Financial Index Trends 
CSU 20 Year CFI 
Trends 
CFI with 
CU 
CFI Univ 
Only 
CFI with CU 
Delta to CFI 
Univ Only 
CFI with CU 
% Chg to CFI 
Univ Only 
Mean       2.36              1.75                0.60  34% 
Median       2.43              1.70               0.73  43% 
Standard Deviation       0.94              0.88                0.06  7% 
Years Above CFI of 3 4 1   
High (1998-99)       3.94              3.22                0.72  22% 
Years Below CFI of 2 6 14   
Low (2008-09)    (0.46)           (0.53)               0.08  -14% 
 
 
Financial Health of Each California State University Campus 
Disaggregating and evaluating the data by campus, as shown in Table 2, 
demonstrates similar trends as Campus Composite Financial Index with 
Component Units (APPENDIX C) consistently outperform Campus Composite 
Financial Index University Only (APPENDIX D), with five-year mean and median 
averages both more than .80 higher for CFIs with CU over CFIs Univ Only. In 
2016-17, the CFI with CU mean is more than double that of the CFI Univ Only. 
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However, the data indicates there is financial health variability between 
campuses, with standard deviations of both above 1.0 annually, with a slightly 
greater range in standard deviations reflected for CFIs Univ Only.  
 
 
Table 2. Campus Composite Financial Index Trends, 2012-13 through 2016-17 
Campus CFI Trends 2012-13 2013-14 2014-15 2015-16 2016-17 
Campus CFIs with CU      
Mean 1.92 2.79 2.17 2.10 2.23 
Median 2.06 2.77 1.95 1.94 2.19 
Standard Deviation 1.20 1.29 1.08 1.05 1.08 
Annual Change in Mean N/A 45% -22% -3% 6% 
Campus CFIs Univ Only      
Mean 1.06 1.89 1.53 1.50 1.02 
Median 1.06 1.95 1.42 1.40 1.01 
Standard Deviation 1.08 1.47 1.01 1.17 1.03 
Annual Change in Mean N/A 78% -19% -2% -31% 
Delta between Campus CFIs with CU and CFIs Univ Only 
Mean 0.86 0.91 0.64 0.60 1.20 
Median 1.00 0.82 0.53 0.54 1.18 
Standard Deviation 0.12 (0.17) 0.07 (0.12) 0.06 
 
 
To highlight financial health variability by campus, Campus 17, on the high 
end of the campus financial health spectrum had a low point CFI with CU over 
the five-year period of 2.65 and they have exceeded 3.0 in four out of the past 
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five years, while Campus 21’s highest level CFI with CU over the five-year period 
was only .60 and they had a CFI below 0 in 2015-16, reflecting a much poorer  
financial position. 
 
 
Figure 11. Five-Year Composite Financial Index with Component Units History by 
Campus 
 
 
In addition to variation between campuses, there is also significant variation over 
the five-year period for individual campuses that is also not apparent when 
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from -.18 to 4.46. Likewise, even while the CSU system has not dropped below 0 
since 2008-09, several individual campuses have.  
Excluding component units (Figure 12), campus CFIs Univ Only are even 
more concerning. A CFI of 3, the baseline for financial health (Tahey et. al., 
2010, p. 134), is attained less than 10% of the time, with only seven campuses 
reaching that mark over the five-year period. Of the seven, four reached a CFI of 
3.0 only once (Campus 1, Campus 3, Campus 5, Campus 11) and all were within 
the first two years of the five-year review period, two reached a CFI of 3.0 twice 
(Campus 10 and Campus 17), and one reached a CFI of 3.0 three times 
(Campus 19). Similarly, more campuses, and more frequently, had a CFI below 0 
than they did above 3.0. Looking at trends over the five-year period raise 
additional concerns. Campus 17 (3.15) was the only campus above 3.0 in 2016-
17, Campus 19 was the only campus with a five-year average above 3.0 (3.02), 
and more than half of the campuses ended 2016-17 worse than both their 
respective five-year average and the prior year. Reflecting a declining trend even 
in the midst of a long period of economic recovery. 
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Figure 12. Five-Year Composite Financial Index University Only History by 
Campus 
 
 
Understanding the Composite Financial Index Results in Relation to Key 
Variables 
As reflected in Figure 13, CSU CFI and GDP Growth Rate History, the 
CSU’s CFI history tracked closely with GDP growth rates (APPENDIX I) having 
positive correlations of .71 with CFI with CU and .59 with CFI Univ Only. 
Similarly, CSU’s CFI correlations with changes in State Appropriation allocations 
(APPENDIX E) mirrored the positive correlations of GDP growth rates, having .73 
with CFI with CU and .62 with CFI Univ Only respectively. Of note, is how much 
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larger the State Appropriation % changes are in comparison to the GDP rate 
changes as reflected in Figure 14. having a scale that is five times greater. While 
the GDP rates did not decrease by more than 3% in a single year over the 20 
year period, the State Appropriation decreased by over 20% twice, reflecting a 
higher level of volatility with this variable. 
 
 
 
Figure 13. California State University Composite Financial Index and Gross 
Domestic Product Growth Rate History 
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Figure 14. Gross Domestic Product Growth Rates and State Appropriation 
Changes 
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recession in 2009, tuition rate increases spiked again by 66% over the following 
three years from 2009-10 through 2011-12. These sizable tuition rate increases 
are a reflection of the State Appropriation volatility described in Figure 14. These 
data validate that when the economy drops, state funding drops, then tuition 
rises. 
 
 
 
Figure 15. California State University Tuition Rate Increases and Gross Domestic 
Product Growth Rate History 
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Campus Composite Financial Index and Campus Enrollment Size 
Evaluating CSU campus CFI Univ Only in relation to enrollment yields 
interesting trends. Breaking the campuses into three size categories: 0 – 9,999 
FTES (small), 10,000 – 19,999 FTES (medium), and 20,000+ (large) FTES and 
evaluating campus size in relation to the CFI from 2012-13 to 2016-17 reflected 
campus size growth and indicated that larger campuses consistently fared better 
as reflected in Table 3. In 2012-13, there were nine campuses under 10,000 
FTES and seven campuses over 20,000 FTES, and by 2016-17, there were only 
seven campuses below 10,000 FTES and ten campuses above 20,000 FTES, 
reflecting an overall growth trend. In 2016-17, the CFI Univ Only mean for the 
large campuses of 1.53 was more than double the small campuses mean of .74. 
Likewise, the five-year average mean for the large campuses was 45% higher 
than the small campuses and 32% higher than the medium campuses, while the 
five-year average median for the large campuses followed similar trends at 32% 
higher than the small campuses and 18% higher than medium campuses 
respectively. 
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Table 3. Composite Financial Index University Only Trends by Campus Size 
CFI Univ Only Trends by 
Campus Size 
2012-13 2013-14 2014-15 2015-16 2016-17 Five Year 
Ave 
0 - 9,999 FTES             
# of campuses 9 8 8 7 7  
Mean 1.25  1.56  1.17  1.09  0.74  1.16  
Median 1.06 1.86  1.26  1.08  0.84  1.22  
Standard Deviation 1.48 1.33  0.74  1.25  1.00  1.16  
Annual Change in Mean  25% -25% -7% -32% -41% 
10,000 - 19,999 FTES             
# of campuses 7 8 8 7 6  
Mean 1.02  2.02  1.65  1.15  0.52  1.27  
Median 1.15  1.95  1.67  1.32  0.76  1.37  
Standard Deviation  0.67  1.23  1.15  1.06  0.68  0.96  
Annual Change in Mean  98% -18% -31% -55% -49% 
20,000+ FTES             
# of campuses 7 7 7 9 10  
Mean 0.86  2.11  1.80 2.08  1.53  1.68  
Median 0.94  1.95  2.06  1.64  1.51  1.62  
Standard Deviation 0.91  1.97  1.14  1.05  1.06  1.22  
Annual Change in Mean  144% -14% 16% -27% 78% 
       
 
 
In addition, the average means of the small and medium campuses decreased 
by more than 40% from 2012-13 to 2016-17, while the mean of the large 
campuses increased by 78% reflecting opposite CFI trends. As reflected in 
Figure 16, the financial position of the large campuses improved considerably in 
comparison to the small and medium size campuses over the five-year period. 
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Figure 16. Composite Financial Index University Only Mean Trends by Campus 
Size 
 
 
Conversely, all three size categories had a drop in mean from 2015-16 to 2016-
17 of more than 25% reflecting a similar one-year trend even in the midst of 
differential five-year trends. Future analysis would be beneficial to determine if 
this was a one-year dip or the beginning of a larger decline trend. 
Comparing enrollment with the CSU’s CFI with CU yielded somewhat 
similar trends, albeit with better overall financial results for all categories given 
the inclusion of the component units, as previously indicated. Large campuses 
continued to outperform small and medium campuses as reflected in Table 4, 
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although small campuses did improve their average mean and median over the 
five-year period, which was not the case when looking at the CFI Univ Only. 
Exploring mean trends from a linear trend standpoint, larger campuses are 
improving their financial position, small campuses are remaining lower, but fairly 
stable, and the CFI for medium campuses is trending downward as reflected in 
Figure 17. 
 
 
Table 4. Composite Financial Index with Component Units Trends by Campus  
Size 
 
CFI with CU Trends by 
Campus Size 
2012-13 2013-14 2014-15 2015-16 2016-17 Five Year 
Ave 
0 - 9,999 FTES             
# of campuses 9 8 8 7 7  
Mean 1.79 2.34 1.71 1.73 1.98 1.91 
Median 1.75 2.38 1.71 1.50 1.91 1.85 
Standard Deviation 1.55 1.22 0.77 0.87 1.27 1.14 
Annual Change in Mean  31% -27% 1% 14% 11% 
10,000 - 19,999 FTES             
# of campuses 7 8 8 7 6  
Mean 2.20 3.22 2.51 1.70 1.80 2.29 
Median 2.25 3.33 2.49 1.91 1.86 2.37 
Standard Deviation 0.98 1.19 1.34 0.99 1.24 1.15 
Annual Change in Mean  46% -22% -32% 6% -18% 
20,000+ FTES             
# of campuses 7 7 7 9 10  
Mean 1.81 2.83 2.30 2.69 2.65 2.46 
Median 1.91 2.72 2.58 2.71 2.56 2.50 
Standard Deviation 0.99 1.51 1.04 1.04 0.75 1.06 
Annual Change in Mean  56% -19% 17% -1% 46% 
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Figure 17. Composite Financial Index with Component Units Mean Trends by 
Campus Size 
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CHAPTER FIVE 
SUMMARY, CONCLUSION, AND RECOMMENDATIONS 
 
Summary 
In summary, the results reflect several trends and developments that are 
important to highlight. 
First, the CFI results indicate significant underlying financial concerns for 
the CSU that are likely to become more pronounced in the coming years. 
Excluding the CSU’s component units, the CSU’s CFI Univ Only 20 year mean is 
only 1.75 and the most recent CFI in 2016-17 was even lower at 1.47, well below 
the financial health baseline CFI of 3. The CFI Univ Only has consistently fallen 
in the “re-engineer the institution” 1 to 3 CFI range, with several years in the even 
lower “consider substantive programmatic improvements” -1 to 2 CFI range. 
Even with the inclusion of the component units, the CFIs with CU 20 year mean 
only improves to 2.36 which is a bit better, but still below the CFI baseline for 
financial health. 
Second, disaggregating CFI results by campus indicates even greater 
financial concerns at the campus level as more campuses had CFIs Univ Only 
below 0 than they had CFIs above 3 and CFI trends are on a downward 
trajectory for most campuses. In addition, analysis of the campus five-year CFIs 
Univ Only means with campus size indicated that smaller campuses, specifically 
smaller campuses (1.16), but also to some extent medium sized campuses 
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(1.27), had significantly greater financial health concerns than the large 
campuses (1.68), indicating poorer financial health for campuses with lower 
enrollment.  
Finally, CSU CFI ratios had positive correlations with both GDP growth 
rates and State Appropriation changes, which was particularly evident via how 
closely the CFI trends followed GDP rate changes in Figure 13. Conversely, GDP 
growth rates and State Appropriation changes had a negative correlation with 
tuition rate increases the following year. Both of these correlations provide 
important indicators for future resource planning as the economy approaches its 
longest period of recovery since World War II. 
 
Conclusions  
With the CSU’s financial health hovering on the margin based on the CFI 
calculations, this project reinforces the need for additional research to be 
conducted and action to be taken to more urgently address the looming financial 
viability issue for the higher education industry as a whole, inclusive of large 
public higher education institutions. Even the CSU, the largest public four-year 
higher education system in the country, has significant financial health concerns 
that need to be overcome. The higher education industry is changing, and 
colleges and universities need to innovate and evolve to maintain financial 
solvency and meet the needs of students for generations to come. Likewise, the 
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results reinforce the notion that smaller campuses experience disparate financial 
health impacts and are more susceptible to closure if left unaddressed.  
Looking ahead, this research established correlations between financial 
health, GDP, state funding, and tuition increases, that indicate another large 
round of tuition increases is on the horizon with the next economic downturn if 
history proves an accurate indicator of future activity. This will exacerbate 
existing concerns around student access, college affordability, and student debt 
levels, and states and public institutions should be proactively collaborating on 
alternatives to help mitigate this occurrence in the coming years.  
Lastly, within the CSU and higher education in general, more in depth use 
of financial ratios and strategic financial analysis can ground campuses in 
financial reality and support the development of proactive, predictive tools to 
guide planning efforts. As echoed by Buddy (2003), “financial statement analysis 
using an established set of financial ratios can provide an early warning system 
that alerts administrators to deteriorating financial situations and, where 
appropriate, enables the administration and others to prepare adequate defenses 
and become proactive” (p. 59). 
 
Recommendations 
While this research provides important insight into the financial health of 
the CSU and identifies correlations with key indicators, the following 
recommendations would expand the research to further validate the findings and 
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determine applicability to the broader higher education industry, and expand the 
structure to better determine causality. 
First, conduct a more comprehensive study of public higher education 
institutions to determine if results are comparable across different states and 
university systems. Even though the CSU is the largest public four-year higher 
education system in the country, it is still one system in one state. In addition, a 
more detailed study would further determine the validity of the CFI and its 
importance as a metric for measuring financial health across public higher 
education. 
Second, expand the set of variables used to compare to the CFI and 
conduct a more extensive analysis to better determine financial health causality. 
While this research demonstrated both positive and inverse correlations that can 
provide helpful insight, it was too general to establish causality. The better the 
data, the more informed the decision-making. Other variables such as 
demographics, location, costs, and campus leadership would be important 
indicators to incorporate into future research. 
In closing, the last recommendation is a call to action; a call to action for 
universities to embrace change. Funding structures are changing, how students 
learn is changing, technology is changing, and workforce needs are changing, 
among others. Financial health is an integral part of university success, and 
planning for and successfully maintaining financial health while navigating 
immense change will be a true test of university resilience. The higher education 
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industry needs to develop a sense of urgency to proactively address the changes 
and challenges that are occurring. Universities must stop trying to salvage the 
university of yesterday and instead focus on reimagining the university of 
tomorrow…And strategic financial analysis plays an important role in helping 
universities get there. 
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APPENDIX A 
CALIFORNIA STATE UNIVERSITY COMPOSITE FINANCIAL INDEX WITH 
COMPONENT UNITS – 20 YEAR HISTORY
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Ratio 1997-98 1998-99 1999-20 2000-01 2001-02 
Primary Reserve Ratio          0.55           0.64           0.65           0.66           0.56  
Viability Ratio          1.17           1.27           1.22           1.27           0.71  
Return on Net Assets Ratio          0.64           1.18           1.00           0.83           0.69  
Net Operating Revenues Ratio          0.48           0.85           0.78           0.65          (0.08) 
Composite Financial Index (CFI)          2.83           3.94           3.65           3.42           1.87  
Ratio 2002-03 2003-04 2004-05 2005-06 2006-07 
Primary Reserve Ratio          0.57           0.63           0.73           0.87           0.83  
Viability Ratio          0.58           0.61           0.54           0.53           0.57  
Return on Net Assets Ratio          1.49           0.61           0.90           0.92           0.85  
Net Operating Revenues Ratio         (0.02)         (0.01)         (0.10)          0.88           0.23  
Composite Financial Index (CFI)          2.62           1.83           2.06           3.21           2.48  
Ratio 2007-08 2008-09 2009-10 2010-11 2011-12 
Primary Reserve Ratio          0.78           0.53           0.87           0.98           1.02  
Viability Ratio          0.52           0.32           0.47           0.57           0.59  
Return on Net Assets Ratio          0.72          (0.50)          0.86           0.41          (0.09) 
Net Operating Revenues Ratio         (0.11)         (0.80)          0.57           0.34          (0.19) 
Composite Financial Index (CFI)          1.92          (0.46)          2.77           2.30           1.33  
Ratio 2012-13 2013-14     2014-15   2015-16 2016-17 
Primary Reserve Ratio          1.06           1.12            1.10          1.09         1.09  
Viability Ratio          0.62           0.66            0.66          0.55         0.80  
Return on Net Assets Ratio          0.18           0.46            0.28          0.16         0.58  
Net Operating Revenues Ratio         (0.03)          0.21            0.36          0.29         0.16  
Composite Financial Index (CFI)          1.83           2.45             2.40           2.08         2.63  
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APPENDIX B 
CALIFORNIA STATE UNIVERSITY COMPOSITE FINANCIAL INDEX 
UNIVERSITY ONLY - 20 YEAR HISTORY 
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Ratio 1997-98 1998-99 1999-20 2000-01 2001-02 
Primary Reserve Ratio          0.30           0.38           0.38           0.41            0.40  
Viability Ratio          0.62          0.77           0.76           0.89            0.66  
Return on Net Assets Ratio          0.51           1.18           1.01           0.70            0.86  
Net Operating Revenues Ratio          0.41           0.89           0.83           0.59          (0.10) 
Composite Financial Index (CFI)          1.84           3.22           2.98           2.59            1.81  
Ratio 2002-03 2003-04 2004-05 2005-06 2006-07 
Primary Reserve Ratio          0.41           0.42           0.49           0.60            0.55  
Viability Ratio          0.40           0.48           0.37           0.35            0.36  
Return on Net Assets Ratio          1.76           0.34           0.87           0.84            0.74  
Net Operating Revenues Ratio         (0.10)         (0.26)         (0.18)          0.90            0.04  
Composite Financial Index (CFI)          2.57           0.98           1.55           2.68            1.69  
Ratio 2007-08 2008-09 2009-10 2010-11 2011-12 
Primary Reserve Ratio          0.56           0.35           0.71           0.79            0.82  
Viability Ratio          0.35           0.20           0.36           0.44            0.44  
Return on Net Assets Ratio          1.04          (0.33)          0.94           0.01          (0.15) 
Net Operating Revenues Ratio         (0.10)         (0.75)          0.60           0.18          (0.23) 
Composite Financial Index (CFI)          1.84          (0.53)          2.61           1.43           0.88  
Ratio 2012-13 2013-14 2014-15 2015-16 2016-17 
Primary Reserve Ratio          0.79           0.79           0.79           0.82           0.80  
Viability Ratio          0.42           0.44           0.44           0.37           0.54  
Return on Net Assets Ratio         (0.13)           0.10           0.14           0.22           0.19  
Net Operating Revenues Ratio         (0.26)         (0.06)           0.33           0.29          (0.05)  
Composite Financial Index (CFI)          0.81           1.28           1.70           1.70           1.47  
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APPENDIX C 
CALIFORNIA STATE UNIVERSITY COMPOSITE FINANCIAL INDEX WITH 
COMPONENT UNITS BY CAMPUS – FIVE-YEAR HISTORY 
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Campus   2012-13   2013-14   2014-15   2015-16   2016-17  
Campus 1          4.72           2.77           1.95           2.58           1.96  
Campus 2        (0.18)          1.83           0.89           0.93           4.46  
Campus 3          2.13           4.14           2.69           1.91           1.99  
Campus 4          2.81           2.55           2.31           2.06           2.56  
Campus 5          2.49           3.62           1.29           1.72           0.56  
Campus 6          3.88           4.92           4.96           3.20           2.57  
Campus 7          0.02           1.29           0.88           1.14           1.82  
Campus 8          0.54           1.24           1.90           1.71           1.91  
Campus 9          2.06           2.72           2.58           1.94           2.19  
Campus 10          1.86           2.93           3.71           4.22           3.62  
Campus 11          2.56           3.97           1.44           0.76           0.51  
Campus 12          2.34           3.78           2.55           1.50           1.04  
Campus 13          2.36           3.59           3.13           2.71           2.67  
Campus 14          2.25           3.46           2.66           2.44           3.52  
Campus 15          1.74           2.47           1.88           1.77           2.45  
Campus 16          0.55           0.90           0.91           1.33           1.72  
Campus 17          3.24           3.71           2.65           3.20           3.65  
Campus 18          1.35           0.80           1.18           2.06           1.46  
Campus 19          1.91           5.20           3.77           3.95           2.56  
Campus 20          2.27           3.21           1.55           2.73           3.65  
Campus 21          0.04           0.39           0.60         (0.30)          0.35  
Campus 22          1.75           2.12           1.51           1.45           1.45  
Campus 23          1.50           2.64           2.86           3.19           2.50  
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APPENDIX D 
CALIFORNIA STATE UNIVERSITY COMPOSITE FINANCIAL INDEX 
UNIVERSITY ONLY BY CAMPUS – FIVE-YEAR HISTORY 
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Campus 2012-13 2013-14 2014-15 2015-16 2016-17 
Campus 1          4.20           1.66           1.41           1.91           0.84  
Campus 2          1.06           2.45           1.86           1.78           2.03  
Campus 3          1.15           3.95           1.93           1.36           1.01  
Campus 4          1.88           1.68           1.42           1.31           0.98  
Campus 5          1.93           3.24           0.71           1.32         (0.09) 
Campus 6          0.80           1.51           2.80           1.37         (0.32) 
Campus 7        (0.35)          0.64           0.31           0.78           1.33  
Campus 8        (0.62)        (0.15)          0.94           1.08           0.86  
Campus 9          1.52           2.11           2.06           1.64           1.34  
Campus 10          1.64           2.53           3.43           3.42           2.46  
Campus 11          2.25           3.58           1.40         (0.30)          0.04  
Campus 12          0.40           2.06           0.63         (0.74)        (1.03) 
Campus 13          0.94           1.95           2.29           1.82           1.04  
Campus 14          1.22           2.22           2.26           2.44           2.37  
Campus 15          1.53           1.87           1.69           1.48           1.69  
Campus 16          0.24           0.36           0.44           0.78           1.18  
Campus 17          2.01           2.35           2.15           3.25           3.15  
Campus 18          0.64         (0.22)          0.47           1.40           0.17  
Campus 19        (0.25)          6.04           3.63           3.61           2.09  
Campus 20          0.15           0.65           0.25           1.77           0.54  
Campus 21        (0.49)        (0.45)        (0.18)        (0.95)        (0.51) 
Campus 22          1.52           1.26           1.13           1.07           0.84  
Campus 23          1.06           2.07           2.19           2.82           1.57  
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APPENDIX E 
CALIFORNIA STATE UNIVERSITY FUNDING – 20 YEAR HISTORY 
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CSU State Appropriations (Unrestricted, excluding plant/capital) 
Year Amount (in billions) % Change 
1997/98 $ 1.90  
1998/99 $ 2.17 14% 
1999/00 $ 2.20 1% 
2000/01 $ 2.52 15% 
2001/02 $ 2.67 6% 
2002/03 $ 2.67 0% 
2003/04 $ 2.65 -1% 
2004/05 $ 2.45 -8% 
2005/06 $ 2.62 7% 
2006/07 $ 2.78 6% 
2007/08 $ 2.97 7% 
2008/09 $ 2.15 -28% 
2009/10 $ 2.35 9% 
2010/11 $ 2.58 10% 
2011/12 $ 2.00 -23% 
2012/13 $ 2.07 4% 
2013/14 $ 2.35 13% 
2014/15 $ 2.76 18% 
2015/16 $ 3.01 9% 
2016/17 $ 3.26 8% 
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APPENDIX F 
CALIFORNIA STATE UNIVERSITY TUITION RATES – 20 YEAR HISTORY 
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Average CSU Academic Year Resident, Full-Time (6.1 Units and Above) 
Undergraduate Student Fees 
Year Tuition Rate % Change 
1997/98 $1,584 0% 
1998/99 $1,506 -5% 
1999/00 $1,428 -5% 
2000/01 $1,428 0% 
2001/02 $1,428 0% 
2002/03 $1,507 6% 
2003/04 $2,046 36% 
2004/05 $2,334 14% 
2005/06 $2,520 8% 
2006/07 $2,520 0% 
2007/08 $2,772 10% 
2008/09 $3,048 10% 
2009/10 $4,026 32% 
2010/11 $4,440 10% 
2011/12 $5,472 23% 
2012/13 $5,472 0% 
2013/14 $5,472 0% 
2014/15 $5,472 0% 
2015/16 $5,472 0% 
2016/17 $5,472 0% 
2017/18 $5,742 5% 
2018/19 $5,742 0% 
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APPENDIX G 
CALIFORNIA STATE UNIVERSITY ENROLLMENT – 20 YEAR HISTORY 
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Total CSU Full-Time Equivalent Students (FTES) by College Year 
Year FTES % Change 
1997-98      257,839   
1998-99      273,928  6% 
1999-00      281,782  3% 
2000-01      290,554  3% 
2001-02      316,396  9% 
2002-03      331,353  5% 
2003-04      331,704  0% 
2004-05      321,339  -3% 
2005-06      334,343  4% 
2006-07      353,550  6% 
2007-08      368,424  4% 
2008-09      372,393  1% 
2009-10      354,812  -5% 
2010-11      341,728  -4% 
2011-12      355,609  4% 
2012-13      358,794  1% 
2013-14      370,585  3% 
2014-15      382,231  3% 
2015-16      395,357  3% 
2016-17      401,706  2% 
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APPENDIX H 
CALIFORNIA STATE UNIVERSITY ENROLLMENT BY CAMPUS – FIVE-YEAR 
HISTORY 
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Total Campus Full-Time Equivalent Students (FTES) by College Year 
       
Campus 2012-13 2013-14 2014-15 2015-16 2016-17 % Change 
Campus 1      7,555        7,551        8,157        8,727       8,351  11% 
Campus 2       4,152        4,477        5,042        5,359      5,714  38% 
Campus 3    14,851     15,120     15,819     15,795     16,083  8% 
Campus 4       9,865     10,378     10,472     10,977     11,118  13% 
Campus 5    12,914     13,395     12,644     13,067     13,374  4% 
Campus 6    19,033     19,441     19,773     20,435     21,024  10% 
Campus 7    29,055     29,893     30,294     31,094     32,158  11% 
Campus 8       7,360        7,560        7,733        7,923       7,771  6% 
Campus 9    28,315     28,807     29,749     30,322     30,741  9% 
Campus 10    17,668     18,220     19,981     22,469     22,167  25% 
Campus 11       1,209        1,269        1,108        1,316      1,336  10% 
Campus 12       5,095        5,315        6,184        6,637      6,639  30% 
Campus 13    28,027     29,894     31,281     32,211     31,085  11% 
Campus 14    18,150      18,825      19,904     19,742     21,387  18% 
Campus 15    22,233      23,062     23,386     24,279     25,286     14% 
Campus 16     15,764     15,672      16,145     16,465    17,113      9% 
Campus 17     28,075     29,091     29,833     30,672     31,416     12% 
Campus 18     24,716     24,332     23,804     25,387     24,897       1% 
Campus 19     23,418     24,549     25,327     25,427     25,551       9% 
Campus 20     17,379     18,260     18,850     19,486     19,989     15% 
Campus 21       8,074        8,938        9,716     10,234     10,434     29% 
Campus 22       7,804        7,991        8,138        8,300       8,414       8% 
Campus 23      7,003        7,246        7,460        7,587      8,015     14% 
Campus Total  357,715   369,283   380,801   393,911   400,061  12% 
System Enrollment 1,079  1,302  1,430  1,447  1,645  52% 
Grand Total 358,794 370,585 382,231 395,357 401,706 12% 
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APPENDIX I 
UNITED STATES GROSS DOMESTIC PRODUCT SINCE 1929 
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Year  Real GDP 
(trillions) 
GDP 
Growth 
Rate 
Year  Real GDP 
(trillions) 
GDP 
Growth 
Rate 
Year  Real GDP 
(trillions) 
GDP 
Growth 
Rate 
1929   $1.109 
 
1961   $3.344 2.6% 1993   $9.952 2.8% 
1930   $1.015 -8.5% 1962   $3.548 6.1% 1994 10.352 4.0% 
1931   $0.950 -6.4% 1963   $3.703 4.4% 1995 10.63 2.7% 
1932   $0.828 -12.8% 1964   $3.916 5.8% 1996 11.031 3.8% 
1933   $0.817 -1.3% 1965   $4.171 6.5% 1997 11.522 4.5% 
1934   $0.906 10.9% 1966   $4.446 6.6% 1998 12.038 4.5% 
1935   $0.986 8.8% 1967   $4.568 2.7% 1999 12.611 4.8% 
1936   $1.113 12.9% 1968   $4.792 4.9% 2000 13.131 4.1% 
1937   $1.170 5.1% 1969   $4.942 3.1% 2001 13.262 1.0% 
1938   $1.132 -3.2% 1970   $4.951 0.2% 2002 13.493 1.7% 
1939   $1.222 8.0% 1971   $5.114 3.3% 2003 13.879 2.9% 
1940   $1.330 8.8% 1972   $5.383 5.3% 2004 14.406 3.8% 
1941   $1.566 17.7% 1973   $5.687 5.6% 2005 14.913 3.5% 
1942   $1.862 18.9% 1974   $5.657 -0.5% 2006 15.338 2.8% 
1943   $2.178 17.0% 1975   $5.645 -0.2% 2007 15.626 1.9% 
1944   $2.352 8.0% 1976   $5.949 5.4% 2008 15.605 -0.1% 
1945   $2.329 -1.0% 1977   $6.224 4.6% 2009 15.209 -2.5% 
1946   $2.058 -11.6% 1978   $6.569 5.5% 2010 15.599 2.6% 
1947   $2.035 -1.1% 1979   $6.777 3.2% 2011 15.841 1.6% 
1948   $2.119 4.1% 1980   $6.759 -0.3% 2012 16.197 2.2% 
1949   $2.107 -0.6% 1981   $6.931 2.5% 2013 16.495 1.8% 
1950   $2.290 8.7% 1982   $6.806 -1.8% 2014 16.9 2.5% 
1951   $2.474 8.0% 1983   $7.118 4.6% 2015 17.387 2.9% 
1952   $2.575 4.1% 1984   $7.633 7.2% 2016 17.659 1.6% 
1953   $2.696 4.7% 1985   $7.951 4.2% 2017 18.051 2.2% 
1954   $2.680 -0.6% 1986   $8.226 3.5%   
  
1955   $2.871 7.1% 1987   $8.511 3.5%   
  
1956   $2.932 2.1% 1988   $8.867 4.2%   
  
1957   $2.994 2.1% 1989   $9.192 3.7%   
  
1958   $2.972 -0.7% 1990   $9.366 1.9%   
  
1959   $3.178 6.9% 1991   $9.355 -0.1%   
  
1960   $3.260 2.6% 1992   $9.685 3.5%   
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